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STAFF REPLY TO RESPONSE OF GASCO TO SHOW CAUSE ORDER

On April 5, 2001, the Energy and Water Division (“*Statf”) of the Tennessee Regulatory
Authority (“Authority” or “TRA”) filed the Actual Cost Adjustment (“ACA”) Compliance Audit
Report of Gasco Distribution Systems, Inc. (“Gasco”) with the TRA. The Directors considered
this report at the regularly scheduled Authority Conference on April 17, 2001, and they
unanimously accepted and approved the ACA audit report and the findings contained therein.
Certain of these audit findings appear to be a consequence of what one Director described in
essence as “terrible management™. As a result of the ensuing discussion, the Directors
unanimously voted to issue a show cause order pursuant to Tenn. Code Ann. § 65-2-106, and

appointed Director Melvin Malone to hear the merits of this case.” The show cause order was

issued on May 14, 2001.

' Transcript of April 17, 2001 Authority Conference. p. 24.

? Director Malone was also given the option of hearing this case in conjunction with Docket Nos. 97-00160 and 97-
00293, Show Cause Proceeding Against Gasco. which had been recently revived due to alleged violations of certain
Authority rules pertaining to filing requirements. Although the May 25, 2001 Response of Gusco to Show Cause
Order ("Response”) was filed under the afore-mentioned docket numbers. the instant proceeding is a separate Show
Cause relative to the ACA Audit. While possibly having certain macro-issues in common with the earlier dockets,
at this time this proceeding should be designated only as Docket No. 00-00998.



Pursuant to the May 16, 2001 Notice of Filings and Hearing issued by the Hearing

Officer, Staff files this Reply to Gasco’s Response, which essentially raises two issues:

[ssue # 1: Gasco maintains that the Final Order in Docket No. 99-00647 does not specifically
direct Gasco to take any action as a result of the attached audit report.

The Order does direct Gasco to take action in connection with it’s Actual Cost
Adjustment (ACA) recovery mechanism, in as much as it references the underlying audit report.
The Order clearly states that the Director’s agree with the findings of the audit, they approve the
report and accept the Staff recommendations contained therein. While the Order does not direct
Gasco to perform specific accounting tasks, it does approve the Staff audit findings and directs
Gasco to comply with them.

Like all gas companies, Gasco is audited every year by this Authority in connection with
its Purchased Gas Adjustment. as required by TRA Rule 1220-4-7. Gasco has had several audits
performed on it’s Deferred Gas Cost Account, and every time Gasco has agreed with the revised
rate that the Staft has calculated, as well as with the time period that the new rate was to be
implemented. It is disingenuous to now complain that the Final Order does not direct Gasco to
perform certain financial transactions, and it is an argument without merit given Gasco’s past
behavior in connection with prior ACA audits.

Issue # 2. Gasco maintains that the ACA Audit Report compiled in connection with Docket No.,
99-00647 does not direct Gasco to take or refrain from taking any action.

The summary section of the report reads as follows: “Based on the Findings noted, the
balance in the refund due customers account as of June 30, 1999 should be a negative

$26,427.23. The correct ACA adjustment tactor to be applied to customer bills, beginning with
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the November 30, 1999 billing, is a negative S0.5915...." This statement clearly directs Gasco

to use the amounts specified, starting at the time specified. Standing alone, the audit report may

not have the full force and effect of an Order by this Authority. But once the Authority adopts

the findings as their own, as they did in this case, the above statement made in the ACA Audit

Report becomes a required action for Gasco to take. Failure to perform such action is a

violation of the Final Order that approved, adopted and incorporated such audit report.

To summarize Staft’s position relative to what Gasco has been legally directed to do as

well as the relative seriousness of the ACA Audit and Gasco’s lack of compliance:
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Recommendations made in an audit report are directives that Gasco is obligated to address
and take the appropriate corrective action. The Authority’s Final Order approving the report,
its findings and its recommendations makes that point clear.

The intention of the PGA Rule is to permit Gasco to recover its gas costs in a timely manner.
In order for that to happen, costs must match recoveries as closely as possible. The advice
and recommendations of Staft are meant to aid smaller companies in achieving that goal. As
pointed out in Section VIII, page 9 of the current report, smaller companies do not have the
staff or expertise to calculate and implement adjustment factors on their own. The Staff
determines the amount and eftective date of the ACA adjustment. The language of the report
is to inform what the factor is and when it is to be implemented. Gasco is aware of the
import of this language. as this is its fifth such audit.

[f small companies are allowed to implement adjustments on their own schedule, the
balances could easily and quickly grow to significant amounts. This would impair a
company’s ability to refund. or in the case of a surcharge, place a hardship on the consumer.

As of June 30, 2000, Gasco owed its customers more than $24.,000.
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4. Staff reviews the recommendations from the previous audit during an ACA audit to see if
recommendations have been acted upon. Not implementing the approved ACA adjustment
during the period is an automatic finding. Staft’s conclusion that Gasco failed to comply
with the intent of the PGA Rule stemmed from the repetitive nature of the findings. Issues
that have been duly noted and do not repeat during the subsequent year are not mentioned in
the report.

5. Failing to implement a refund adjustment during the entire audit period is a serious
deficiency. Notwithstanding Gasco’s comment that it is currently in an under-recovered
position, Statt cannot take the approach that it all “evens out”. The PGA ﬁliAng Gasco made
in October addressed its increased gas costs, which is the function of the PGA filings. Gasco
filed for a second increase in January 2001. Staft notes that the Company has not filed a
PGA to decrease their PGA factor, even though gas costs have significantly decreased in
recent months. Other gas companies have filed several PGAs to reduce their PGA factors
since January. The indication is that Gasco has no intention of filing for a reduction any time
soon. At this time, Staft cannot predict what Gasco’s position is, and it will not become clear

until the next audit.

[t is for these reasons that Staft requests that the Hearing Officer deny Gasco’s request to
dismiss and allow this Show Cause Proceeding against Gasco Distribution Systems, Inc. proceed
to hearing.

Respecttully submitted.
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Gary R. Hotvedt, Counsel for TRA Staff



CERTIFICATE OF SERVICE

[ hereby certify that a true and exact copy of the foregoing has been served on the following
person(s), via the method(s) checked, on June 1, 2001:

[ ] Hand Henry Walker, Esq.
[ ] Mail Boult, Cummings, Conners & Berry PLC
$>%& Facsimile 414 Union Street, Suite 1600

Nashville, TN 37219-8062

[ ] Hand Timothy Phillips, Esq.
[ ] Mail Consumer Advocate Division
b7 Facsimile Office of the Tennessee Attorney General

426 5™ Avenue North, 2™ Floor

Nashville, TN 37243
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Gary Hotvedt



